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Large-cap growth 
stocks provide unique 
value amid uncertainty 

access to some of the fastest-
growing markets the world 
over. In that regard, approxi-
mately 55% of the revenues in 
our portfolio of US-domiciled 
companies are generated from 
foreign operations. And only 
15% of those non-US revenue 
streams stem from Western 
Europe. 

And while certain indus-
tries such as finance, energy 
and basic materials will almost 
always have a state-sponsored 
champion that inherently 
skews the playing field at the 
expense of foreign competi-
tion, growth-oriented sectors 
like health care and informa-
tion technology often provide 
products and services that 
cannot be reverse-engineered 
and sold for a lower price. 

For example, fundamen-
tals such as aging popula-

tions, increasing incidences of 
chronic diseases, and techno-
logical innovations will con-
tinue driving global health 
care demand, regardless of 
how the public and private sec-
tors end up splitting the bill. 
A company like Stericycle, a 
worldwide regulator of med-
ical waste for institutions such 
as hospitals, blood banks and 
pharmaceutical manufac-
turers, should directly benefit 
as major demographic shifts 
continue to drive global health 
care spending even higher. 

Despite the constant media 
barrage of what some are pre-
dicting to be a “double-dip” 
recession, many growth com-
panies continue to perform 
almost as if the global economy 
were humming right along. 
Globally diversified revenue 
streams that can leverage 
emerging markets provide 
meaningful tailwinds, as the 
financial crisis hardly dis-
rupted this growth.

Despite the recent rally, 
markets are not expensive, 
even if 2011 estimates need to 
come down. We do not like to 
pontificate on which way the 
market may be heading, but 
we do believe the framework 
is about to shift to one where 
making money in equities is 
much more selective. 
Ken Stuzin is manager of the Brown 
Advisory US Equity Growth Strategy

We believe US large-cap 
growth stocks allow investors 
to “check the box” on many of 
the important trends driving 
markets today. For starters, 
large-cap growth companies 
combine the ingenuity, expe-
rience and desire to grow 
in an era in which investors 
cannot depend on a rising tide 
to lift all boats. Furthermore, 
growth and size are not mutu-
ally exclusive characteristics. 
To a fault, many investors 
believe growth to be a deriva-
tion of size – to find growth you 
somehow have to start small. 

That is certainly not the 
case, especially when you con-
sider many large-cap com-
panies have the capacity to 
leverage a cash-rich balance 
sheet alongside a global distri-
bution network that provides 
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European equities are a 
compel l i n g i nvestment 
option over the longer term, 
although markets are likely 
to remain volatile during the 
next few months.

Continenta l European 
equities may struggle over 
the next few months as 
uncertainty over the region’s 
economic prospects in the 
face of deep cuts in public 
sector spending keeps many 
potential investors sidelined. 

Recent market volatility 
has also been underpinned 
by concerns over mixed eco-
nomic data coming out of the 
US and China and by ongoing 
fears about the financial 
health of several southern 
European economies. 

Given the relat ively 
depressed economic back-
drop, those sectors whose 

Shares are expected to 
deliver positive returns 
in next two-three years

fortunes are closely tied in to 
the level of economic output 
are likely to struggle. Shares 
in industrial engineering 
companies fit into this cate-
gory, not least because many 
appear to be pricing in an 
economic recovery, with val-
uations well above their his-
toric average. 

Earnings growth is more 
likely to come from high-
quality companies in less 
economically sensitive sec-
tors. By high-quality, this 
means companies with good 
balance sheets, strong cash-
f lows and high dividend 
yields – essentially firms, 
such as large pharmaceu-
tical companies, capable of 
growing profits in tougher 
economic climates.

But looking further ahead, 
the prospects for European 
markets are more optimistic. 

Over the next two to three 
years we expect shares to 
deliver positive returns, out-
performing risk-free invest-
ments such as money-market 
securities and bonds. Inves-
tors having l ittle incen-
tive to hold their money in 
cash, there is every reason 
to believe new money will 
eventually find its way into 
equities, which owing to the 
recent market correction are 
now reasonably attractively 

priced. Furthermore, not 
only do money market and 
bond instruments already 
look expensive on account 
of the record low yields on 
offer, there is every chance 
that inf lation wil l begin 
to pick up. This is likely to 
render these assets even less 
appealing relative to equities 
since higher inflation would 
likely force yields to rise. 

To sum up, equities remain 
attractively valued on a long-
term basis. And even in the 
short term, increased vola-
tility is likely to throw up 
fresh investment opportuni-
ties for skilful stockpickers, 
particularly those able to 
adopt an opportunistic 
approach to stock and sector 
selection.
John Botham is head of European  
equities at Aviva Investors
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(IMA) Europe ex UK: over three years
Top 5	 3yr % Chg	 Rank	 Volatility 	 Fund size 	 Morningstar
 			   (monthly)	 (m) (£)	 RatingTM

FF&P European All Cap Equity	 29.69	 1	 6.81	 33.26	 QQQQQ

BlackRock European Dynamic A Inc	 28.66	 2	 8.09	 371.83	 QQQQQ

Jupiter European	 19.91	 3	 6.83	 1263.35	 QQQQ

BlackRock Continental European A Inc	17.85	 4	 7.55	 303.52	 QQQQQ

CF Odey Continental European	 10.43	 5	 5.69	 335.25	 QQQQQ

Bottom 5	
AXA Rosenberg European R	 -17.44	 90	 7.57	 267.94	 Q

Legg Mason Continen Europe Eq A	 -19.45	 91	 7.41	 8.08	 QQ

AEGON European Equity A	 -25.14	 92	 8.33	 29.6	 Q

Artemis European Growth	 -28.56	 93	 8.11	 310.17	 Q

Premier European Growth	 -30.13	 94	 9.66	 3.8	 QQ

Sector average	 -5.16	 94	 7.44	 257.27
Performances calculated bid to bid, net income re-invested, GBP to 17/09/10. Data Source: © 2010 Morningstar, Inc. All Rights Reserved. 

(IMA) North America: over three years
Top 5	 3yr % Chg	 Rank	 Volatility 	 Fund size 	 Morningstar
 			   (monthly)	 (m) (£)	 RatingTM

Neptune US Opportunities A	 21.27	 1	 5.6	 581.24	 QQQQQ

GAM North American Growth Inc	 21.22	 2	 6.07	 76.08	 QQQQQ

Schroder US Mid Cap Acc	 20.44	 3	 5.9	 544.73	 QQQQQ

CF Canlife North American	 13.37	 4	 5.77	 102.29	 QQQQQ

Jupiter North American Income Inc	 12.32	 5	 5.29	 265.99	 QQQQ

Bottom 5	
JPM US Dynamic A (dist) - USD	 -15.87	 69	 5.9	 430.66	 Q

AEGON American Equity A	 -18.46	 70	 6.87	 20.15	 Q

Franklin Mutual Shares A Acc	 -20.93	 71	 6.56	 14.04	 Q

Digital Stars US GBP	 -28.35	 72	 7.6	 2.09	 Q

Legg Mason US Equity A	 -32.58	 73	 7.79	 97.56	 Q

Sector average	 -0.41	 73	 6.11	 239.46
Performances calculated bid to bid, net income re-invested, GBP to 17/09/10. Data Source: © 2010 Morningstar, Inc. All Rights Reserved. 
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